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1. SUMMARY. GOC ECONOMIC LEADERS ARE CONVINCED THAT BUDGET 
DEPICIT MUST BE CUT SHARPLY PROM PRESENTLY EXPECTED LEVEL 
(OVER 20 PERCENT OP EXPENDITURES) IP ANY SIGNIPICANT PROGRESS 

IS TO BE MADE IN SLOWING CHILE'S GALLOPING INPLATION DURING 
1975. ECONOMISTS HERE BELIEVE THAT MILITARY LEADERSHIP MUST 
ACCEPT DRASTIC BUDGET CUTS AND SOME ADDITIONAL UNEMPLOYMENT 
OR ENTIRE ECONOMIC PROGRAM MAY BE IN DANGER. END SUMMARY. 

2. GOC ANNOUNCED RECENTLY THAT CENTRAL GOVERNMENT BUDGET 
DEPICIT (INCLUDING SUBSIDIES TO GOVERNMENT BUSINESS ENTERPRISES) 
IS NOW RUNNING AT ANNUAL RATE OP MORE THAN 20 PERCENT OP 
EXPENDITURES, COMPARED TO 15-18 PERCENT ORIGINALLY PLANNED. 

3. DURING MARCH 26 DINNER AT EMBASSY RESIDENCE HONORING 
MILTON PRIEDMAN, ECOM COUNSELOR HAD LONG DISCUSSIONS WITH 
MINISTER OP FINANCE CAUAS AND MINISTER OP ECONOMY LENIZ 
ABOUT CHILE'S HIGH RATE OP INPLATION. BOTH SAID THAT STEPS 
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MUST BE TAKEN IMMEDIATELY TO CUT CENTRAL GOVERNMENT BUDGET 
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DEFICIT OR NO SIGNIFICANT PROGRESS CAN BE EXPECTED THIS YEAR 
ON GETTING PRICE RISES UNDER CONTROL. CIVILIAN ECONOMIC 
TEAM IS NOW TRYING TO SELL THIS CONCEPT TO MILITARY JUNTA. 

4. CAUAS BELIEVES THAT BUDGET CUTS CAN BE MADE MOSTLY IN 
INVESTMENT PROJECTS OF GOVERNMENT ENTERPRISES. HE IS SEARCHING 
FOR WAYS TO DO THIS WITHOUT GREATLY INCREASING UNEMPLOYMENT. 
LENIZ SAID THAT CUTBACKS MUST INVOLVE SUBSTANTIAL FURTHER 
REDUCTION IN PUBLIC SECTOR EMPLOYMENT. HE RECOMMENDS PUTTING 
THOSE LOSING JOBS TO WORK ON LEAF-RAKING PROJECTS AS RELATIVELY 
CHEAP MEANS OF GIVING THEM MINIMUM INCOME NEEDED TO CONTINUE 
EATING. BOTH SEEM TO FEEL THAT FAILURE TO TAKE NECESSARY ANTI- 
INFLATIONARY STEPS NOW WOULD ENDANGER THE ENTIRE ECONOMIC 
PROGRAM BECAUSE PRESENT GENERAL DISILLUSIONMENT WITH EFFECTIVE- 
NESS OF PROGRAM WILL DEEPEN IF INFLATION NOT DAMPED SOON. 

5. COMMENT: GETTING MILITARY ACCEPTANCE OF REALLY DRASTIC 
BUDGET CUTS WILL NOT BE EASY. JUNTA IS GENUINELY CONCERNED 
ABOUT CHILE'S POOR AS WELL AS ABOUT GOC POPULARITY. SEVERE 
AUSTERITY AFFECTS BOTH IN SHORT RUN. RECENTLY ANNOUNCED 
CHANGES IN MANAGEMENT OF NUMEROUS GOVERNMENT ENTERPRISES 
(SEE REFTEL) WERE AIMED AT GETTING BETTER GOVERNMENT CONTROL 
OVER EXPENDITURES OF THESE ORGANIZATIONS. IT WILL TAKE 
MUCH MORE THAN THIS, HOWEVER, TO REDUCE FISCAL DEFICIT TO 
MORE MANAGEABLE LEVELS. 

6. INCREASING NUMBERS OF CHILEANS AND FOREIGN ECONOMISTS 
ARE NOW CONVINCED THAT GRADUALIST APPROACH TO REDUCTION OF 
INFLATION TRIED HERE FOR LAST 18 MONTHS HAS FAILED-NOT 
BECAUSE CONCEPT WAS WRONG BUT BECAUSE IMPLEMENTATION WAS 
POOR. INTERNAL GOC DISCIPLINE WAS NOT STRONG ENOUGH FOR 
GRADUALISM. GOVERNMENT DEFICITS AND MONEY SUPPLY HAVE 
CONSISTENTLY EXCEEDED PROGRAMMED LEVELS. WHEN MAGNITUDE 
OF JANUARY-MARCH 1975 DEFICIT FINANCING BECAME KNOWN LAST 
WEEK, GOC ECONOMIC TEAM BEGAN CALLING FOR DEFLATIONARY "SHOCK." 
ONLY IN THIS WAY, THEY REASON, CAN INFLATIONARY SPIRAL BE 
BROKEN AND INDIVIDUAL EXPECTATIONS CHANGED. WHILE THIS POLICY 
WILL MEAN GREATER SHORT-TERM PAIN IN THE FORM OF LOWER GDP 

AND HIGHER UNEMPLOYMENT, GOC ECONOMIC TEAM IS NOW TRYING TO 
CONVINCE MILITARY THAT THIS IS ONLY ACTION WHICH WILL SUCCEED. 
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UNDER THESE CONDITIONS IT IS NOT SURPRISING THAT AIR OF GENERAL 
FRUSTRATION ABOUT THE ECONOMY HAS BEEN DISCERNIBLE HERE LATELY 
AND THAT LEVEL OF BACK-BITING (BETWEEN ECONOMISTS AND SOME 
MILITARY AND AT SAME TIME BETWEEN ECONOMIST AND PDC 
POLITICIANS) HAS ALSO RISEN. 

POPPER 
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